State of Illinois
Public Water Supply Loan Program 2016 Intended Use Plan

A. Introduction

This document, the Public Water Supply Loan Program (PWSLP) 2016 Intended Use Plan (IUP),
is intended to provide loan applicants, potential loan applicants and the general public with
information and direction regarding the intended uses of the State Revolving Fund (SRF) and the
PWSLP from July 1, 2015 through June 30, 2016. This TUP has been prepared, and will be posted
on the lllinois Environmental Protection Agency (IEPA) website, based upon the information
available regarding federal appropriations and capitalization grant requirements for FY 2016. This
IUP has been designed and organized to partially fulfill the requirements of Section 1452(b) of the
federal Safe Drinking Water Act of 1996 (SDWA) and as a prerequisite for the award of a federal
grant to the IEPA for capitalization of the SRF and the PWSLP.

B. Public Water Supply Loan Program Characteristics

Program Administration

The PWSLP is administered in accordance with 35 Ill. Adm. Code Part 662 “Procedures for
Issuing Loans from the Public Water Supply Loan Program™, effective November 8, 2010 (Loan
Rules) and will continue to include loans to units of local government and to those classes of
privately owned community water supplies determined by the Illinois General Assembly to be
acting as water utilities. These include not-for-profit and co-operative water utilities, and
commercial water utilities regulated by the Illinois Commerce Commission.

Loan Interest Rate and Term

The Loan Rules provide for a fixed loan rate that shall be established annually at one-half the
market interest rate. Specifically, the fixed loan rate is defined by rule as one-half the mean
interest rate of the 20 General Obligation Bond Buyer Index, from October | to September 30, in
the preceding fiscal year, rounded to the nearest .01%. Current Loan Rules establish a new
interest rate each October 1 for the following federal fiscal year. Efforts are underway to modify
the Loan Rules to establish a new interest rate each July [ for the following state fiscal year to
better coordinate loan program activities with program reporting and auditing requirements.
Based on bond rates through September 30, 2014, the fixed loan rate for loans executed by IEPA
from October 1, 2014 through September 30, 2015 was 2.21%. Based on bond rates thus far
through federal fiscal year 2015, the fixed loan rate for loans executed by [EPA from October 1,
2015 through September 30, 2016 is projected to be approximately 1.85%. The fixed loan rate is a
simple, annual rate. Loan awards will have a maximum term of 20 years from the initiation of
operation, with initial repayments of principal to commence within one year of the initiation of
operation.

Loan Support Program

The IEPA has operated and maintained a Loan Support Program (LSP) outside the Federal SRF
since 1996. The LSP is maintained as a single entity in Illinois statute, but the IEPA accounts
separately for funds attributable to PWSLP and Water Pollution Control Loan Program (WPCLP)
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loans. The LSP is financed by the loan support portion of the fixed loan rate, with that portion
currently established at 50% of the fixed loan rate in the PWSLP and the WPCLP. To date, the
LSP has been used primarily to finance the reasonable costs incurred by the IEPA for functions
that support the management of the Water Revolving Fund (Fund), which is the financial
mechanism used in administering Illinois” SRF programs.

The balance in the Loan Support Program through June 30, 2015 was $25,655,566 and reflects the
accumulation of monies earned through both the WPCLP ($22,001,256) and PWSLP ($3,654,310)
programs. For the state fiscal year ending June 30, 2016, estimated PWSLP Loan Support
Program receipts are projected to total $5,421,902. Estimated Operational outlays for the Public
Water Supply divisions of the IEPA are projected to total $3,200,000, dedicated primarily to
activities in support of the SRF programs, including compliance, permitting and field operations
activities. A portion of PWSLP Loan Support Program funds in the amount of $10,715,800 will be
used to provide state match for the 2014 and 2015 federal capitalization grants ($7,382,200 of
match for the 2014 grant is reserved in the 2015 ending balance). The balance in the Loan
Support Program through June 30, 2016 is projected to be $13,851,345 and reflects the
accumulation of monies earned through both the WPCLP ($11,308,734) and PWSLP ($2,542,611)
programs.

State Match

In accordance with the United States Environmental Protection Agency (USEPA) requirements,
the State must deposit in the Fund an amount equal to at least 20% of the total amount of all
capitalization grant agreements on or before the draw-down of cash. The FY 2014 state match
requirement of $7,382,200 was met with loan support funds. The FY 2015 state match of
$7,333,600 will be met with loan support funds. The $7,333,600 will consist of $3,333,600 of
PWSLP Loan Support Program funds and $4,000,000 of WPCLP Loan Support Program funds.

Leveraged Bond Proceeds
The Agency reserves the right to participate in leveraged bond sale activity in the future 10 meet

the cash flow demands of the PWSLP and WPCLP.

C. Criteria and Method for Distribution of Funds

Project Priority List (PPL) Development

The IEPA has historically gathered information for projects which have submitted Pre-
Applications and developed a PPL in accordance with the Loan Rules. However, over the last 5
years available funds have exceeded project demand, and the prioritization process has not been
utilized to dictate which projects are prioritized to receive funding. Based upon current
application trends, available program funds are anticipated to exceed the demand for funding in
2016 and the immediate future. The attached Project Priority List (Attachment A) is a spreadsheet
compilation of all Pre-Applications received prior to March 31, 2015.

The IEPA is currently undertaking efforts to develop a new scoring system which will reflect the
current goals and objectives of the PWSLP and the IEPA’s Bureau of Water. These efforts will
continue through 2015 and 2016. Once a new project prioritization system is developed (in
consultation with stakeholders), the [EPA will revise the Loan Rules as necessary. The IEPA
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plans to automate the acceptance of Pre-Applications, gathering of scoring information and
production of the PPL in the future,

Per the PWSLP Loan Rules, a project may be added to the Project Priority List (Attachment A) at
any time during the year upon obtaining IEPA approval of its Project Plan, provided a pre-
application has been submitted for the project. These belated additions will be eligible for
assistance under the PWSLP and funds may be awarded to any project on the PPL that
accomplishes a full and complete loan application, subject to the availability of funds. The 2016
IUP Projected Funding List (Attachment B) represents projects anticipated to be funded in state
fiscal year 2016.

Set-Asides

In 2016 [EPA will set-aside 4% of the 2015 capitalization grant, an amount totaling $1,467,520 to
be used for loan program administration, as provided for under Section 1452(g)(2) of the SDWA.
$125,000 of these administrative funds will be used for in-kind services with the balance used to
manage the Fund and loan projects in accordance with requirements of the SDWA.

Aside from the above, the IEPA set-aside approximately 0.9% of the 2014 capitalization grant, an
amount totaling $335,000, for Technical Assistance to Small Systems per Section 1452(g)}(2) of
the SDWA and approximately 1.59% of the capitalization grant, an amount totaling $590,000, for
Other Authorized Activities per Section 1452(k) of the SDWA. These funds will be focused on
plans to partner with various entities in the state to conduct outreach, training and technical
assistance focused on improving the capability of community water supplies in the area of water
loss accounting. The work plan was established in late 2014 and these efforts will continue
through 2016 and into early 2017. USEPA will continue to receive status updates of the work
plan detailing the progress of these efforts.

In a guidance memorandum dated February 9, 1999, the USEPA announced that states have an
option of “banking” certain set-asides for possible use in future years by announcing that
possibility in the IUP. This “banking” does not impact the availability or use of loan funds in the
current year, but does give the State the flexibility to utilize set-aside funds for other eligible
purposes for the present and past fiscal years (FY1997 - FY2014). The Illinois EPA has
announced their intent to bank the 2.0% set-aside in each and every annual IUP issued since the
guidance memorandum was issued with the exception of 2010 and 201! when the IUP
inadvertently failed to mention the intent to bank the set-aside. In accordance with this federal
policy identified above, the IEPA is hereby announcing that it reserves the right to “bank” and
utilize, to the maximum extent deemed necessary, the full amount of authorized FY 1997 - FY2014
set-asides for the purposes outlined in Section 1452(g)(2) of the Safe Drinking Water Act (2.0% of
federal capitalization). The extent to which this reserved authority may or may not be used shall
be at the discretion of the IEPA. The amount of the 2% set-aside to be banked at of the end of state
fiscal year 2016 is reflected in the chart below:



Small s Technical Assi

Banked Balance at June 30, 2015 $11,026,548.00
Current Year Banked Amount S 733,760.00
Total Banked Amount $11,760,308.00

Letters of Commitment

In accordance with Section 662.430(a) of the Loan Rules, the Illinois EPA may issue a Letter of
Commitment to reserve existing or anticipated available funds for a project, pending completion of
the bidding process, at the time a complete application has been approved.

Binding Commitments
Binding commitments for loan awards are entered into continuously throughout the calendar year

at the time a loan applicant accepts the loan offer and issues a Notice to Proceed on a construction
contract identified in the Loan Agreement.

Use of Funds
In accordance with Section 1452(b)(3) of the SDWA, IEPA provides the following assurances that

the PWSLP will provide to the maximum extent practicable that priority for the use of funds is
given to projects that:

. Address the most serious risk to human health;
J Are necessary to ensure compliance with the requirements of the SDWA; and
. Assist systems most in need on a per household basis, according to affordability criteria

established by each state.

D. Financial Status of the Fund

The table on the following page shows the total cumulative sources and uses of funds in the
PWSLP from the beginning of the program through June 30, 2015, estimated totals for state fiscal
year 2016, and estimated cumulative through June 30, 2016. The program anticipates obtaining
their FY 2015 capitalization grant ($36,668,000) by the end of September 2015. The 20% State
match requirement of $7,333,600 will be met with loan support funds and deposited into the Fund.
The PWSLP will use a combination of funds from capitalization grants, state matching funds, loan
repayments and, if necessary, revenue bond proceeds to fund the projects and activities of the

program.

- Intentionally Left Blank -



Public Water Supply Loan Program Sources and Uses Table

Estimated Estimated

Cumulative Total July 1, 2015 through Cumulative Total

through June 30, 2015 June 30, 2016 through lune 30 2016
Sources

Federal Capitalization Grants $ 596,861,493.00 s 36,688,000.00 5 633,549,493 00
ARRA Capitalization Grants S 79,538,000.00 5 - s 79,538,000.00

State Match S -
Appropriation s €9,905,200.00 s §9,905,200.00
Loan Support 5 20,071,900.00 S 10,715,800.00 s 30,787,700.00

Future Loan Support to Match S - ) - s -
Transfer From CW Loan Support for DW Match S 4,000,000.00 $ 4,000,000.00
State Match Bonds Issued $ 20,308, 800.00 3 20,308,800.00

Future State Match Bonds Issued 8 - 5 - § .
DWSRF Bond Proceeds s 161,639,892.00 3 - s 161,639,892.00
Future DWSRF Bond Proceeds $ 48,142,728.00 5 200,124,106.00 $ 248,266,834.00
Principal Repayments on Assistance Provided ) 290,933,699.00 s 41,588,625.00 5 332,922,324.00
Interest Payments on Assistance Provided $ 57,968,111.00 5 5,953,246.00 S 63,921,357.00
Investment Earnings S 21,204,250.00 5 600,000.00 S 21,804,250.00

Funds Transferred From CWSRF 5 - S - 3 -
Loan Support Repayments cn Assistance Provided (Fees) 5 44,682, 248.00 5 5,421,902.00 $ £0,104,150.00
TOTALSOURCES $  1,411,256,321.00 S 305,491,679.00 S 1,716,748,000.00

USES

Financing Agreements Entered (Base Program) S 961,397,154.00 5 961,397,154.00
Financing Agreements {Base Program) - Principal Forgiveness § 42,858,411.00 5 42,858,411.00
Projects on IUP/Projected FY 2015 Funding s 430,736,754.00 $ 430,736,754.00
ARRA Financing Agreements - Sub recipients to Repay S 39,579,569.00 $ - s 39,579,569.00
ARRA Financing Agreements - Principal Forgiveness S 39,958,431.00 s - s 39,958,431.00

Leveraged Bond Debt Service S -
Principal ) 69,468,565.00 S 5,200,275.00 5 74,668,844.00
Interest L 39,044,998.00 5 1,222,938.00 S 40,267,936.00

State Match Debt Service s S
Principal s 2,560,000.00 5 2,460,000.00 S 5,020,000.00
Interest ] 872,099.00 S 720,150.00 S 1,592,249.00
Bond Issuance\Arhitrage Costs $ 1,674,002.00 s - s 1,674,002.00

Unused Balance of Loan Sources s 23,256,324.00 $ {23,256,324.00) S -
Federal In Kind Expenditures s 527,073.00 & 130,000.00 s 657,073.00
Administrative Expense s 21,320,462.00 S 1,500,000.00 S 22,820,462.00
Reserved Admin s 2,137,774.00 S {1,500,000,00) 3 637,774.00
Small Systems Technical Assistance Expense $ 7,200.00 ] 150,000.00 ) 157,200.00
Small Systems Technical Assistance Reserved s 327,800.00 S {150,000,00) S 177,800.00
Local Assistance and Other Programs 5 3,859,941.00 5 200,000.00 5 4,059,941.00
Local Assistance and Other Programs Reserved S 580,250.00 s {200,000.00) s 380,250.00
Loan Support Program Disbursements S 29,384,322.00 - 3,100,000.00 S 32,484,322.00
Loan Support Used as Match for Drinking Water S 2,213,300.00 s 10,715,800.00 ] 12,929,100.00

Loan Support to be Transferred to Drinking Water Match ] 7,382,200.00 5 {7,382,200.00) 5 -
Loan Support Used to Pay IFA Management Fee S 150,000.00 s 100,000.00 S 250,000.00
Loan Support Used for Compliance Grant Program ] 1,898,117.00 S - [ 1,898,117.00
Unused Balance of Loan Support Fee S 3,654,310.00 S {1,111,699.00} 5 2,542,611.00
TOTAL USES S 1,294,112,302.00 5 422,635,698.00 S 1,716,748,000.00
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G.

Short Term Goals (FY 2016)

To provide funding for as many eligible projects as possible, to the extent that applications
are completed and funds are available.

To commit all available loan resources to eligible loan applicants.
To provide financial assistance for projects necessary to achieve or maintain compliance.

To continue support for projects or project components focused on “green infrastructure,
waler or energy efficiency improvements or other environmentally innovative activities™.

To manage a program that provides applicants with a streamlined approach to financing
public water supply projects.

Long Term Goals (5-Year Timeframe)
To maintain the integrity of the Water Revolving Fund by providing a stable and perpetual
financing source for eligible public water supply systems within the State and to commit

all available loan resources to those eligible loan applicants.

To provide financial assistance to all types of projects eligible under the Safe Drinking
Water Act (SDWA) and the State enabling legislation.

To provide financial assistance to local government units and certain privately owned
water utilities at interest rates significantly below those offered on the open market.

To continue the development of the Water Revolving Fund as a major financial vehicle for
achieving compliance with State and federal law.

To expand of eligibility to address issues of water efficiency, energy efficiency and system
sustainability, and to develop new eligibility requirements to accommodate expanded

eligibilities in the base SRF program.

Assurance of Specific Proposals

Pursuant to Section 1452 of the SDWA, the [EPA has provided the necessary assurances and
certifications as part of the official Operating Agreement between the IEPA and the USEPA. The
IEPA hereby certifies that:

1.

The IEPA will enter into binding commitments equal to at least 120% of the amount of
each quarterly grant payment within one year after receipt of the payment;

The IEPA will expend all monies in the Fund in an expeditious and timely manner;



3. The IEPA will perform an environmental review of all loan projects in accordance with the
Illinois State Environmental Review Procedures as contained in the Operating Agreement
and in the Loan Program Rules governing the eligibility for funds; and

4. The IEPA will comply with all statutory requirements of the SDWA, the enabling
legislation and other requirements promulgated through guidance or regulations issued by
the USEPA.

The TEPA hereby provides additional assurance of the following issues that may be mandated or
required by the capitalization grant agreement with USEPA:

Additional Subsidization

Principal forgiveness is a benefit that is directly tied to specific Congressional action on USEPA
appropriations. The additional subsidization requirement within the FY 2014 capitalization grant
required a minimum of $7,382,200 and a maximum of $11,073,300 be provided.

The FY 2015 capitalization grant will require a minimum of $7,333,600 and a maximum of
$11,000,400 be provided as principal forgiveness by the PWSLP. Principal forgiveness will be
provided with a focus towards small and economically disadvantaged communities while ensuring
the amount provided satisfies the requirements of the federal capitalization grant. Criteria to be
used include; service population of less than 3,300, median household income below the statewide
average, unemployment rate and/or population trends.

H. Reporting Requirements

For each funded project, IEPA will report data required by USEPA into the National Information
Management System (NIMS) and the PWSRF Benefits Reporting (PBR) system. In addition,
IEPA will comply with all other federal and state mandated reporting requirements including
utilization of minority and women owned businesses and information required by the Federal
Funding Accountability and Transparency Act (FFATA).

I. Administrative Costs

4% of the FY 2015 capitalization grant amount, $1,466,720, will be set aside for direct loan
program administration, as provided for under Section 1452(g)(2) of the SDWA. These funds will
be used to manage the Fund and loan projects in accordance with requirements of the SDWA.

J. Anticipated Cash Draw Ratio

Beginning with the 2014 capitalization grant and continuing forward, Illinois EPA intends to use
the cash flow method of leveraging the DWSRF, and not use the federal capitalization grant as
security on the bonds. Once the 2014 grant is matched, Illinois EPA would like to change its
method of drawing federal funds from the current method of drawing at a ratio of 83.3 percent
federal funds and 16.7 percent state match funds to the method of first spending all required state
match funds and then drawing federal funds at a rate of 100%.



K. Public Review and Comment on the Intended Use Plan

This FY 2016 intended Use Plan and Attachments, including the accompanying Project Priority
List {Attachment A) and IUP Projected Funding List (Attachment B) are made available for public
review and comment on the IEPA website through the following link:
http://www.epa.state.il.us/water/financial-assistance/state-revolving-fund.html

PWSLP FY 2016 IUP - List of Attachments
Attachment A — 2016 PWSLP Project Priority List

Attachment B - 2016 IEPA PWSLP Projected Funding List
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